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a 
9. 

A. 

a 

r equ i r ad  tz avoid d i h t i o n  was 1 7 . 3  p e r c e n t  [2.16 + 
15.58) x (13.48 4 1 5 . 3 a ) I .  

Have t h e r e  See?. c f f e r i n g s  of z o m n  s t o c k s  d u r i n g  

1 9 7 4  by g e n e r a l l y  comparable e lectr ic  and e lec t r i c -  

gas u t i l i t i e s  whizh ind ica te  t h e  c u r r e n t  cost of 

common s q u i t y ?  

Yes. Thir ty-seven ur.der#ri t t e n  o f f e r i n g s  of common 

s h a r e s  wpre nade ta t h e  p u b l i c  d u r i n g  1 9 7 4  by con- 

par.ies i n  the group of 79  u t i l i t i e s  ( th rough Novern- 

ber 13, 1974;, The s i g n i f i c a n t  averages  ( m e a n )  arz 

as f o l l o w s :  

Xatio of cu:zer.-L e i z x i n g s  t o  n e t  firoceeds 15.89 
Ratio of c u r r e n t  d iv idends  t o  n e t  proceeds  11.04 
Rat io  of  n e t  p-sceeds t o  book e q u i t y  
p e r  shaze o u t s t m d i n g '  75% 

* Average for 32 i s s c e s .  

New e q u i t y  c a p i t a l  h a s  been a v a i l a b l e  to the 

u t i l i t i e s  d u r k q  l 9 7 4  at prices  which, after under- 

w r i t i n g  c o s t s  and comgany-incurred f l o t a t i p n  casts, 

were t j p i c a l l y  25  p e r c e n t  below book e q u i t y ,  r ep re -  

s e n t i n g  o r i g i n a l  c o s t  d o l l a r s  committed by o l d  inves- 

tors. The diviCend cost r a t e  was t y p i c a l l y  1 1 . 0  per- 

c e n t .  The averzge drvic?end payout  r a t i o  was 70 per-  

c e n t .  Rezainec! earniags averasod  4 . 8  p e r c e n t  of nec 

proceeds.  The sum of  the  dividenc! c o s t  ra te  ( 1 1 . 0  

p e r c e n t )  ar.d J. 1 . 8  p s r c e n t  growt5 r a t *  i s  1 5 . 8  p e r c e n t  
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Q. 

A. 

a 

vhick ,  o f  c l u r s e ,  is t k  s a m e  as Lhe P a r a i n a s  n e t  

p rocc tds  r a t i o .  T h x ,  -,he r o c i n t  o f f e r i n g s  of com- 

mon s h a r e s  by z l z c t r i c  and e l e c t r i c - g a s  u t i l i t i e s  

i n d i c a t a  a cczzen: c c s t  r a t a  i n  the rar.ge of 16 p e r -  

c e n t ,  subject t c  t h e  l i m i t a t i u n s  of  this measure. 

Have you nade a s:u2y t o  d e t e r n i n e  the extent  t o  

which t h e  rnarkez v a l u e  of the  I o w a - I l l i n o i s  common 

s tock  has 6ecLiae6 r e l a t i v e  t o  t h e  common s t o c k s  

of o t h e r , r e q u l a t e %  and un requ la t ed  e n t e r p r i s e s ?  

Yes. The c h a r t  ox page 4 2  of my e x h i b i t  SSWS the 

changing r e l a t i o n s h i ?  be tveen  market p r i c e  a d  kook 

e q u i t y  p e r  shara f o r  I c v a - I l l i n o i s ,  t h e  79 e l e c t r i c  

and e l e c t r i c - g a s  uzilitics, t h e  e l e v e n  food proces- 

s o r s ,  and Star,dcrcl & h io r ' s  4 2 5  i n d u s t r i a l s .  Unlike  

t h e  stock p r i c e  irdexes,  these r a t i o s  accoun t  f o r  

changing axouxts  of  book c a p i t a l  employed p e r  share. 

Average market p r i c e  of t h e  I o w a - I l l i n o i s  s tock  

w a s  2 . 2  tires book'equity  i n  1 9 6 1 ,  and rose t o  2..7 

times boak equity i n  1463. Since t h e n ,  t he  loss o f  

i n v e s t o r  f a v o r  has bee2 almost  cont inuous .  The price 

of t h e  Iowa- I l l i no i s  stock w a s  on ly  18 percent above 

book e q u i t y  p e r  s h a r e  i n  1 9 7 1  and 8 p e r c e z t  abcve i n  

1972. Rate i z c r e a s e s  allowed I o w a - I l l i n o i s  were n o t  

s u f f i c i e n t  to re'icrse this t r e n d .  15 khe th i rd  qucr- 

t e r  of 1 9 7 4 ,  the average p r i c e  was 6 2  p e r c e n t  of a-7- 

e r a g e  book ecjui?-. 3er share  ( E x h i b i t ,  pp .  3 7  and 4 4 ) .  
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In cgr.=ras:, t h e  narkct-to-baok r a t i o s  for Stad- 

a r d  i ?oor 's  4 2 5  i n d u s t r i a l s  have f l u c t u a t e d  s i n c e  

1 9 6 1  above and below C;e 2 0 0  pe rcen t  level,  and de- 

c l i n e d  t c  an es=i?-a=ed 1 2 9  pe rcen t  under t h i r d  quar-  

t e r  1 9 7 4  a a r k e t  c o n d i t b n s .  

What is your opin ion  of the s i g n i f i c a n c e  of t h e s e  

comparat ive market-to-book r a t i o s ?  

Q. 

A. Viewed broaclly, f i n a n c i a l  i n t e g r i t y  concerns t h e  

maintenance of s tock  nazket va lues .  I t  may be agreed 

t h a t  r e g u l a t i o n  has  co 3 b l i g a t i o n  t o  a l low a f a i r  re- 

t u r n  on whatever p r i c e s  i n v e s t o r s  Save p a i d  f o r  u t i l -  

i t y  s tocks .  It  also may be  agreed  that f i n a n c i a l  i n -  

t e g r i t y  means, a t  a a i n L - u n ,  t h e  rnaiatenance of s t o c k  

market  values somewhere above book value. The c ruc ia l  

i s s u e  i s :  Bow much h i g h e r  t han  book va lue?  ?he re- 

c e n t  market-to-book exze r i ence  of I o w a - I l l i n o i s  and 

most o the r  e lectr ic  u t i l i t i e s  ? o r t e n d s . a  road  t o  f i -  

n a n c i a l  d i s a s t e r .  Earnings which a r e  no more than 

s u f f i c i e n t  t o  maintain m r k e t  p r i c e s  a t  t h e  book 

e q u i t y  l e v e l  reflect  a r e g u l a t o r y  s t a n d a r c  which d i s -  

r e g a r d s  p a s t  i n f l a t i o n  and d e p r i v e s  e q u i t y  i n v e s t o r s  

of o p p o r t u n i t i e s  t o  r e a l i z e  returns commensurate 

with t hose  on o t h e r  investments  of cor responding  r i s k .  

When earnings d e f i c i e n c y  is s t i l l  g r e a t e r ,  so  

that i n v e s t o r s  c c n s i d e r  t h e  v a l u e  of u t i l i t y  s t o c k s  

to be s u b s t a n t i a l l y  below t h e  nominal d o l l a r s  of p r e v i -  

o u s l y  conmittel c a p i t a l ,  the r e g u l a t o r y  p rocess  has  
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i n t r o d u c e d  a v i c i o u s  c i rc le  of  cause and effect with- 

in which each  s u c c e s s i v e  s tock  offer ing dilutes book 

equ i t i e s  a t t i i h u t a b l e '  t o  o u t s t a n d i n g  s h a r e s .  

Since e a r n i n g s  a r e  an a l lowab le  ra te  an invest- 

ment ,  t h e  e a r n i n g  power of each  o u t s t a n d i n g  s h a r e  is  

reduced by t h e  sale of a d d i t i o n a l  s h a r e s ,  and t o  com- 

p e n s a t e  f o r  this,  market p r i c e s  d e c l i n e .  The n e x t  

sale of s t o c k  by t h e  company i s  a t  a s t i l i  lower p r i c e ,  

.and the downwar6 s p i r a l  a c c e l e r a t e s .  Inves tDr  c o n f i -  

dence is  further i n p i r e d ,  and t k c  curren t  cost of 

new e q u i t y  is pushe8 s t i l l  h i g h e r .  A p r a c t i c a l  l i m i t  

to t h e  sale o f  e q u i t y  i s  reached when L\e market p r i c e  

becomes so depressed  that  t h e  d iv idend  y i e l d  equals  

the r a t e  of earainTs on book e q u i t y .  

To main ta in  f i n a x i a l  i n t e g r i t y ,  the values  of 

the s t o c k s  of r e g u l a t e d  companies shou ld .have  some 

reasonable r e l a t i o n  ts t h e  va l? les ,of  t h e  s t o c k s  of 

u n r e g u l a t e d  companies. S t a t e d  d i f f e r e n t l y ,  t h e  earn- 

i n g s  of u t i l i t i e s  should be s u f f i c i e n t l y  h igh  t o  

achieve market-to-book r a t i o s  which are C o n s i s t e n t  

' w i t h  t h o s e  p r e v a i l i n g  f o r  s t o c k s  i n  broad segments 

of t h e  c a p i t a l  n a r k e t .  

Q. What a r e  some of t h e  d i f f e r e n c e s  between u t i l i t i e s  

and i n d u s t z i a l s  wi th  r e s p e c t  t o  financing under  ad- 

verse marke t  cond i t ions?  
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A. s t o c k  p r i c e s  below bcok e q u i t y  impai r  t h e  f i n a n c i a l  

i n t e g r i t y  of any c o r p o r a t e  e n t i t y ,  whether public 

u t i l i t y  o r  i r idustr ia l .  The ef fec t  on a b i l i t y  t o  ob- 

t a in  new c a p i t a l  from e x t e r n a l  s o u r c e s  is much t h e  

same for  uti l i : ies and i n d u s t r i a l s .  Inadequate  earn- 

i n g s  and reduce2  coverage  of i n t e r e s t  requi rements  

l i m i t s  t h e  a b i l i t y  t o  raise funds  through d e b t  o r  pre-  

ferred s t o c k  financirig.  Equ i ty  f i n a n c i n g ,  a self-  

d e f e a t i n g  exercise, is the a l t e r n a t i v e  when a company 

can no l o n g e r  sell debt  o r  p r e f e r r e d  sto.ck. 

The d i f f e r e n c e  1s Lhat  u t i l i t i e s  do n o t  have t h e  

same freedom as i c d u s t r i a l s  t o  a s j u s t  f i n a n c i a l  dec i -  

s i o n s  t o  adverso  market c o n d i t i o n s  or t h e  impact  o f  

i n f l a t i o n .  Fiza,?ce budget ing  p r i n c i p l e s  do n o t  per- 

m i t  t h e  sale of new s e c u r i t i e s  when the e f f e c t  is t b  

r educe  t h e  we l i -be ing  of t h e  campany's s t o c k h o l d e r s .  

5 t i l i t y  managements a r e  n o t  gu ided  by t h a t  p r i n c i p l e .  

They have an o b l i g a t i o n  t o  o b t a i n  the .capi ta1  r e q u i r e d  

to prov ide  adequate  s e r v i c e .  It  i s  r e p o r t e d  t h a t  p o s t -  

ponement o r  c a n c e l l a t i o n  of f u t u r e  c o n s t r u c t i o n  ex- 

p e n d i t u r e s  by u t i l i t i e s  i n  the  Uni ted  S t a t e s  has  now 

reached  more t han  $ 1 6  billion. Postponement of  con- 

s t r u c t i o n  may be a wise expediency ,  b u t  the dilemma 

can be resolved i f i  t h e  longer  t e r m  only  by hisher 

e a r n i n g s  r a t e s  for common e q u i t y  i f  t5e u t i l i t i e s '  
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9. 

A. 

Q. 

A. 

o b l i g a t i o n s  t o  p rov ide  adequa te  s e r v i c e  are t o  be ful- 

f i l l e d .  

are a t h r 9 a t  t o  t h e  f u t u r e  a b i l i t y  of u t i l i t i e s  t o  pro- 

vide adequate  service by making i t  d i f f i c u l t  and per- 

haps impossible  t o  o b t a i n  the funds needed t o  f i n a n c e  

cgns t rucc rcn .  The consequences are n o t  on ly  a d v e r s i t y  

for s tockholdcr  s , b u t  also a d v e r s e  e f f e c t s  on consum- 

ers and t h e  we l l -be ing  of t h e  e n t i r e  economy. 

W i l l  you ncw describe t h e  c h a r t  oh page 4 5  of t h e  ex- 

h i b i t ?  

The c h a r t  shows, f o r  75 among the 80 e lec t r ic  u t i l i -  

t i e s  ( those  for which d a t a  are a v a i l a b l e ) ,  t h e  r a l a -  

t i o n s h i p  between eaznings on book e q u i t y  for t h e  

twelve months ended ; m e  3 0 ,  1 9 7 4 ,  and rnarket-to- 

book r a t i o s  a t  ahout +hat d a t e .  The market-to-book 

r a t i o  is t h e  average June price di-r ided by book e q u i t y  

a t  June 3 0 .  The d i i q o n a l  l i n e  r e p r s s e n t s  t h e  rela- 

s i o c s h i p  between t h e  two v a r i a b l e s .  I t  w i l l  be noted 

t h a t  only & 3f the 75 companies w e n  s e l l i n g  a t  

prices above bock eq-i izy.  

What rate O f  oarn inys  or! book e q u i t y  is r e q u i r e d  t o  

move t h e  market p r i c e  of the average s:ock t o ,  s a y ,  

20 percen t  above book e q u i t y ?  

Assuming no chaage in market  op in ion  from t h a t  re- 

f l e c t e d  by t h e  d a t a  shown on page 15 of ths e x h i b i t ,  

Stsck p r i c s s  s i g n i f i c a n t l y  below book e q u i t y  

< 
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Q. 

a r e t u r n  3f 3 v e r  I 7  ?e rcen t  is  r equ i r ad  i f  t h e  a'ier- 

age company i s  to ;nave a market v a l a e  equal  ',c 1 2 0  

percent  of bock eqciq. 

?his a n a l y s i s  is s i m i l a r  t o  an accepzance of 

the p r e s e p t  l s v e l  cf e a r c i n g s / p r i c e  r a t i o s  as  a meas- 

ure of che c o s t  of c a p i t a l .  The average r e t u r n  on 

eqcity f c r  the 7 5  olec tz ics  -- 10 .5  p e r c e n t  a t  a 

mazket-to-boo3 ratio O f  17 p e r c e n t  -- corresponds  co 

an earning; /pr ice  ratis of 13 .7  p e r c e n t .  Under no r -  

mal condiz ions ,  e a r a i n g s / ? r i c e  r a t i o s  u n d e r s t a t e  t h e  

c o s t  of ccrmcn e q i t y ,  so t h a t  by t h i s  t e s t  a r e t u r n  

of over  17 9ercnr.t on book e q u i t y  would be r e q u i r e d  

t o  suppor t  a ?=ice 2 3  S e r c e n t  above book e q u i t y .  How- 

e v e r ,  t h e  ?resen: l e v e l  of e a r n i n g s / p r i c e  ra t ios  

Should not be viewed as i n d i c a t o r s  of i n v e s t o r s '  long- 

term ret 'Jn reqcirernents .  If i n v e s t o r  c o n f i z e n c e  i s  

r e s t o r e d ,  t h e  eazr i ings/pr ice  r a t i o s  will d e c l i n e  and 

t h e  market-to-bcok r a t i o s  w i l l  r ise. I n  t h e  p r e s e n t  

c i rcumstances ,  t i e  r e q u l a t o r y  commissions face a com- 

p e l l i n g  neec! t o  t ake  a c t i o n  t o  restore i n v e s t o r  con- 

fidence s o  t h a t  market p r i c e s  of  u t i l i t y  s t o c k s  w i l l  

r ise t o  l e v e l s  above book e q u i t y  per s h a r e .  

What concl-sions have you drawn f r o m  t h e s e  s t u d i e s  

of t h e  xarkec S e i x v i c r  of I o w a - I l l i n o i s  and other 

electr ic  an2 e l e c t r i c - g a s  u t i l i t i e s ?  

- 
. .  

. ' . I  * 



-5.1. MidAmerican Exhibit 8.1 

Page 563 of 6% 

A. I c o n c l - d e  chat  :he c u r z e n t  c a p i t a l i z a t i o n  ra te  for 

t h e  I o w a - I l l i n o i s  stock is i n  t h e  1 4  to 15 p e r c e n t  

range .  

The snves;ar's c a p i t a l i z a t i o n  r a t e  has increased 

from the 1 2  pe rcen t  l e v e l  t o  the 1 4  t o  1 5  p e r c e n t  

range w i t h i n  a span of  a r e l a t i v e l y  few months. 

a h i f t  reflects the combined e f f e c t s  of the s h a r p l y  

h i g h e r  i n f l a t i o n  an2 q z e a t e r  r i s k  premiums now re- 

q u i r e d  by i n v e s t o r s .  The re  is no p r o s p e c t  of a de- 

c l i n e  t o  a retux!: requirement  of  12 p e r c e n t  w i th in  the 

f o r e s e e a b l e  f u t u r e .  

T h i s  

I n  reaching  t h i s  conc lus ion ,  I have accomted for 

the loss of investoz conf idence  i n  u t i l i t y  s t a c k s ,  L3e 

changes a f f e c t i n g  i n v e s t n e n t  r i s k ,  the i n f l a t i o n  pre-  

mium, the g r e a t e r  demacd for c a p i t a l  r e l a t i v e  t o  sup- 

p l y ,  the pros7ec t ivc ly  high l e v e l  of i n t e r e s t  rates, 

the p u b l i c  in:erest ia adequate  energy s u p p l i e s ,  the 

l e v e r a g e  p o s i t i o n  o f  I o w a - I l l i n o i s  e q u i t y ,  and the 

shor t - t e rm behavior  of the stock market .  

The h ighe r  r a t e  of compensation f o r  r i s k - t a k i r q  

is r e q u i r e d  becaose o f :  h ighe r  o p e r a t i n g  e-enses 

and o b l i g a t i o n s  t o  make large c a p i t a l  e x a e n d i t u r e s ,  

which erode ea rz ings  under e x i s t i n g  rates: t h e  nec- 

e s s i t y  of r a i s i n g  new c a p i t a l  under unfavorable mar- 

ket c o n d i t i o n s ;  t h e  Becl ine of t h e  drawdown r a t i o ;  

t h e  lags i n  regula tory  responses  t o  cost p r e s s u r e s  
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and, i n  the case of Gas d i s t r i b u t o r s ,  tkc uncertainty 

t h a t  adequate  suppl ies  will be a v a i l a b l e .  

Q. Hay t h e  1 4  t o  15 p e r z e n t  be t aken  a s  the curren t  cost 

of common s t o c k  c a p i t a l  to Iowa- I l l i no i s?  

A. No. The c u r r e n t  c a p i t a l i z a t i o n  r a t e  does n o t  measure 

the c u r r e n t  c o s t  of e q u i t y  c a p i t a l  t o  Iowa- I l l i no i s .  

An al lowance f o r  m a r k e t  p r e s s u r e  and c o s t  of f i n a n c i n g  

must be added t o  the 14 t o  15 pe rcen t .  

I have ma& &i al lowance of 7 .0  p e r c e n t  for mar- 

k e t  p r e s s u r e  acd c o s t  of f i n a n c i n g  cmbined. That  al- 

lowance is r easoaab ly  c m s i s t e n t  w i th  the experience 

of r e c e n t  y e a r s .  The re fo re ,  t h e  e s t ima ted  c u r r e n t  

cost of e q u i t y  c a p i z a l  t o  Iowa- I l l i no i s  is  15 t o  1 6  

p e r c e n t .  rep:esenting tSe 14 t o  1 5  pe rcen t  capi ta l iza-  

t i o n  r a t e  plus one percentage  p a i n t  for c o s t  of f i -  

nancing and market ? r e s j u r e .  

111-4. Comparable Earc ings  A; Evidence 
of Cost of common Stock C a p i t a l  
t o  I o w a - I l l i n o i s  Gas and E l e c t r i c  Company 

Q. Please d e f i n e  t h e  compaxable ea rn ings  method. 

A. The comparable ea rn ings  method looks t o  t h e  r e t u r n s  

ea rned  on common e q u i t y  i n v e t k n e n t s ,  expressed i n  

terms of  o r i g i n a l  cgst  cr book amounts, i n  r e g u l a t e d  

and unregu la t ed  under tak ings  having g e m r a l l y  s i m i l a r  

r i s k s .  The hypo thes i s  is t h a t  i t  is r easonab le  t o  
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STATE OF IOWA 

DEPARTMENT OF COMMERCE 

UTILITIES BOARD 

) 
IN R E :  1 

) DOCKET NO. RPU-91-6 
IPS ELECTRIC. A DIVISION OF IOWA 1 

i 
1 

PUBLIC S E R V I C E  COMPANY 

FINAL DECISION AND ORDER 

(Issued June 1, 1992) 

SYNOPSIS' 

On 
J u s t i c e  
reduced 

August 2 ,  1991, t he  Consumer Advocate Division of the Department of 
f i l e d  a p e t i t i o n  pursuant t o  IOWA CODE 5 476.3(2) (1991) requesting 
r a t e s  f o r  IPS E lec t r i c ,  a d iv is ion  of  Iowa Public Service Company. 

On October 25, 1991, IPS Elec t r ic  f i l e d  an appl ica t ion  t o  change r a t e s  
pursuant t o  IOWA CODE 3 476.6 (1991) and provided n o t i c e  t o  customers of 
proposed changes. 

Several adjustments t o  the  t e s t  year  were p a r t  o f  a settlement 

Adjustments t o  1990 t e s t  yea r  revenues and expenses i n  addi t ion t o  the 

agreement approved by the  Board on March 13, 1992. 

adjustments approved i n  t he  set t lement  included, but were not l imi ted  t o ,  
holding company merger cos t s  and r e l a t e d  merger savings and a management 
e f f i c i ency  reward. 

The purpose o f  t h i s  synopsis i s  t o  provide readers a b r i e f  summary of 
t h e  decis ion.  While t h e  synopsis r e f l e c t s  t h e  order,  i t  s h a l l  not be 
considered t o  l imit ,  def ine,  amend, o r  otherwise a f f e c t  i n  any manner the 
body of  t h e  order including the  f ind ings  of f a c t  and conclusions of law. 

1 
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I .  PROCDURAL HISTORY 

On August 2, 1991, the Consumer Advocate Division of the Department of 

Justice (Consumer Advocate) filed with the Utilities Board (Board) a 

petition asking the Board to reduce the retail rates of I P S  Electric, a 

division of  Iowa Public Service Company, so that when applied to adjusted 

1990 test year sales, they would produce total Iowa jurisdictional 

operating revenues not in excess of $198,557,025. 

proceeding, identified as Docket No. RPU-91-6, and established a procedural 

schedule on August 19, 1991. IPS Electric responded to Consumer Advocate's 

petition on October 25, 1991, by filing an application to change rates. 

Prior to that filing, IPS Electric notified its customers by a separately- 

mailed letter of its proposed change in rates. 

Mid-Size Energy Group, Inc. (Mid-Size), on August 19, 1992, and Terra 

International Inc. on December 18, 1991. 

The Board docketed this 

I Intervention was granted to 

A "Settlement Agreement" and a "Joint Motion for Approval of 

Settlement Agreement" were filed on March 2, 1992. On March 6, 1992, a 

"Second Settlement Agreement" and a "Joint Motion for Approval of Second 

Settlement Agreement" were filed with the Board. 

settlements was held on March 11, 1992, and a hearing on the remaining 

issues: merger costs, merger sharing, expenses related to the Rock Valley 

pilot project, and the rate of return on common equity, was held on 

March 11 through 13, 1992. 

the Board during the hearing on t h e  contested issues. 

A hearing on the proposed 

The two proposed settlements were approved by 

(Tr. 657-60). 

The contested issues listed above were also presented to the Board in 

Midwest Gas 's also the Hidwest Gas rate proceeding, Docket No. RPU-91-5. 

an operating division of Iowa Public Service Compzny. The Board issued its 
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decision in Docket No. RPU-91-5 on May 15, 1992. While the decisions on 

the contested issues in the Midwest Gas case are not binding in this 

proceeding, the Board finds much of the analysis applies in light of the 

evidence presented. 

advanced in this proceeding, the Board will address those issues. 

To the extent that new evidence and arguments were 

11. TEST YEAR 

The test year for the proceeding is calendar year 1990. 

111. ROCK VALLEY ENERGY EFFICIENCY PROJECT 

A. POST-JULY 1, 1990, EXPENDITURES 

I P S  Electric began developing the Rock Valley Energy Efficiency 

Project in 1989 in the community of Rock Valley, Iowa, a northwest Iowa 

cornunity with a population o f  about 3,000. 

According to IPS Electric, the purpose of the project was to determine the 

impact of a coordinated offering o i  energy efficiency programs on a single 

community for use in developing its future energy efficiency programs 

systemwide. (Ex. 403, pp. 59-61). IPS Electric installed in Rock Valley 

the Metricom metering system, an advanced metering and two-way radio 

communications system, and in a local building established the Energy 

Center, a technology demonstration and education facility. 

(Ex. 404 at Tr. 761).  

(Ex. 402 at Tr. 

631-32; EX. 406). 

I P S  Electric proposed recovery of certain expense and capital items 

I P S  Electric argued the costs of related to the project. 

the Energy Center and the Metricom metering system have longevity as a part 

3 f  IPS Electric’s operations and should be collected through general rates, 

rather than as energy efficiency expenditures. (Ex. 208; Ex. 407). 

(Tr. 335-38). 
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According to IPS Electric, the Energy Center, which now contains displays 

of energy efficiency equipment as well as office space for the Rock Valley 

project and Metricom employees, could eventually be converted to a utility 

service center and, therefore, its long-term usefulness is as a utility 

property. (Ex. 401, p. 12). In addition, IPS Electric contended the costs 

of the Metricom meters should recovered in utility rates, just as previous 

experimental metering equipment has been allowed. 

Consumer Advocate asserted the energy efficiency project is of no 

value to customers, and customers should not be required to pay for it. 

(Tr. 388). 

appropriate test site for an energy efficiency pilot project because the 

population of Rock Valley is relatively small, Rock Valley customers use 

different amounts of electricity on a per customer basis than average IPS 

Electric customers, and Rock Valley residential customers’ income is only 

75 percent of the average IPS Electric residential customers‘ income. 

381-82). 

success of any systemwide energy efficiency program cannot be predicted 

According to Consumer Advocate, Rock Valley is not an 

e 

(Tr. 

For these reasons, Consumer Advocate Contended the potential 

based on the results of the Rock Valley programs. (Tr. 386; Ex. 109; Ex. 
404 at Tr. 740-41). In addition, Consumer Advocate argued the cost of the 

Metricom metering system was excessive and I P S  Electric’s characterization 

of the Energy Center as useful for utility service is unjustified. (Tr. 

389-90). 

The Board finds that the costs of the Energy Center and the Metricom 

metering system are energy efficiency expenditures, rather than 

expenditures to provide utility service. 

presented the project to the Board as an energy efficiency project. 

IPS Electric has consistently 

See, 
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"Order Docketing Pilot Project," Docket No. PRP-90-3 (November 9, 1990). 

The title of the project is the "Rock Valley Energy Efficiency Research 

Project." The record shows that the Energy Center is used t o  

display energy efficiency equipment and as office space for the project's 

employees. While it is true that the center may 

also be used as a customer service center in the future, that remains only 

a possibility. 

project at this time and will continue to be so used in the foreseeable 

future. (Ex. 403 at JWM-7). The Metricom metering system was installed on 

an experimental basis. 

metering system will necessarily be used elsewhere in IPS Electric's 

service territory. At this time, the meters and the Energy Center are part 

of an energy efficiency pilot project and the costs of  those meters should 

be considered as energy efficiency expenditures, pursuant t o  IOWA CODE 5 

476.6(19) (1991). 

(Ex. 403). 

(Ex. 402 at Tr. 631-32). 

I t  is being'used exclusively for the energy efficiency 

There is nothing in the record which suggests the 

Since the expenditures related to Rock Valley are energy efficiency 

expenditures, the costs incurred after July 1, 1990, may be considered for 

approval by the Board in an IOWA CODE 5 476.6(19) energy efficiency 

proceeding. IOWA CODE 5 476.6(19)"bn(2) (1991) states, in part: 

Energy efficiency expenditures incurred on or after 
July 1, 1990, may be included in a utility's initial 
energy efficiency plan and budget submitted pursuant t o  
paragraph "a." 

In rules adopted pursuant to that Code section, the Board specified 

;hat proposed rates which contain expenditures incurred after July 1, 1990, 

'or demand side energy efficiency programs shall not be included in a 

v-oposed tariff relating to a general increase in revenue. IOWA ADMIN. 
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CODE 199-7.4(4) (1992). An individual energy efficiency program should not 

be considered in isolation, but instead should be considered in the context 

of the utility's total energy efficiency plan. 

IOWA ADMIN. CODE 199-35.8(10) (1992) states that pilot projects may be 

included as a program, in an energy efficiency plan, if justified by the 

utility. 

the pilot project, the parties in the IPS Electric and Midwest Gas energy 

efficiency plan approval proceed'ng will be required to provide the 

following specific information with respect to the Rock Valley pilot 

project: 

To ensure the Board has all the relevant information available on 

8. 

1) To the extent available, baseline electric and gas loads for 

both peak and off-peak periods by customer class and community-wide 

prior to implementation of the project; 

2 )  The potential energy and demand savings by program, by 

customer class, and on a community-wide basis; and, 

3)  Using incremental or full costs where appropriate, the 

estimated cost-effectiveness of the project using the "societal test," 

for individual programs and the entire project. 

PRE-JULY 1, 1990, EXPENDITURES 

The test year also contained expenses related to the Rock Valley 

Project incurred prior to July 1, 1990. 

to the post-July 1, 1990, energy efficiency expenditures necessitates a 

decision with respect to those remaining test year amounts. 

ieculiarities associated with implementing Iowa's new energy efficiency 

statute, the pre-July 1, 1990, energy efficiency expenditures are non- 

wurring. Because energy efficiency expenditures will no longer be 

The Board's decision with respect 

Because of the 
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reflected in base rates but will be eligible for recovery through the 

energy efficiency proceedings, they will not recur for regulatory purposes 

and should not be reflected in representative costs. 

of energy efficiency expenditures will be accomplished directly. 

5 476.6(19) (1991). Because the amounts IPS Electric will spend on energy 

efficiency will become eligible for recovery through the IOWA ADMIN. CODE 

199-Chapter 35 energy efficiency proceedings in the future, it is not 

necessary to reflect a representative amount for energy efficiency 

expenditures in base rates. Therefore, the expenses related to Rock Valley 

prior to July 1, 1990, will be disallowed. 

In contrast, recovery 
IOWA CODE 

The Board will include the pre-July 1, 1990, capital expenditures 

related t o  the Metricom meters and the Energy Center, approximately 

$51,583, in rate base. 

providing service. 

context of a "representrtive amount analysis" and will not be considered in 

the subsequent cost recovery proceedings, they will be considered here for 

rate base purposes. 

July I ,  1990, will be deferred until the cost recovery proceeding. 

Both the meters and the building are currently 

Because these expenditures are not viewed within the 

Judgment on the rate base amounts incurred after 

IPS Electric does have a small, indirect ownership interest in 

Metricom: 

million of Metricom stock. (Ex. 405 at Ex. 143, pp- 14, 21, and Ex. 150). 

Therefore, IPS Electric has an interest of approximately $275,000 in 

Metricom. Even acknowledging the alleged conflict of interest, t h e  Board 

can find no prejudice on this record. 

examination of other available metering systems. (Ex. 406, pp. 142-55). 

The costs of the Metricom system appear t o  be in line with the other bid 

Midwest Resources owns 12.5 percent of UTECH and UTECH owns $2.2 

Metricom was chosen after a thorough 
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received. (Ex. 405 and 406). Given the l imited ownership i n t e r e s t  Midwest 

Resources has i n  Metricom and the process engaged i n  t o  eva lua te  and choose 

the provider,  this concern should not disable recovery. 

IV. HERGER COSTS AND SAVINGS 

A. HERGER COSTS 

Iowa Resources and Midwest Energy, the holding company of IPS 

E l e c t r i c ,  mersed i n t o  one holding company cal led Midwest Resources. 

merger of t h e  holding company was reviewed by the Board i n  Docket No. SPU- 

90-5. 

Power Inc., i s  cur ren t ly  pending before the Federal Energy Regulatory. 

Commission (FERC), having been prevfously reviewed by this Board in Docket 

No. SPU-91-10. 

holding company merger costs.  

t o t a l  o f  $1,444,190 was booked t o  IPS Electr ic  i n  t he  1990 t e s t  year.  

202, Sch. 4 and Tr. 43). 

associated w i t h  t h e  merger of  IPS Electric and Iowa Power. 

3 and 7) .  

ra tepayers  over  t h r e e  years,  a t  an annual amortization amount of  

approximately $630,314. 

period longer than t h r e e  years over which the merger costs a r e  t o  be 

spread, IPS E l e c t r i c  contends i t  shou ld  earn a re turn on t h e  unamortized 

amount. (Tr. 106-07). 

The 

The merger o f  the Midwest Resources u t i l i t i e s ,  IPS E l e c t r i c  and Iowa 

e 
IPS Elec t r ic  proposed t o  recover a t o t a l  of  $1,523,311 o f  

(Ex. 202, Sch. 2 ,  p .  2; Sch. 7; Tr. 114). A 

(Ex.  

IPS Electr ic  also proposed t o  c o l l e c t  $676,535 

(Ex. 202, Schs. 

IPS E l e c t r i c  proposed tha t  those cos t s  be co l lec ted  from 

(Ex. 202, Sch. 4). I f  t h e  Board allows a time 

Consumer Advocate objected t o  the proposals s t a t i n g  t h e  c o s t s  of the 

merger of t he  holding companies are nonrecurring costs .  Consumer Advocate 

argued the  c o s t s  a r e  expenditures made t o  f a c i l i t a t e  t h e  merger o f  t he  
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h o l d i n g  companies and are  n o t  necessary t o  the  provision of u t i l i t y  se rv ice  

and, therefore ,  not properly chargeable t o  ratepayers.  

Consumer Advocate argued also t h a t  ratepayers have already p a i d  f o r  the  

consol idat ion of Iowa Resources' and Midwest Energy's operations.  

(Tr. 278). 

(Tr. 77, 

192). 

The Board wil l  allow IPS E lec t r i c  t o  recover the  costs  of the holding 

company merger. 

u t i l i t i e s ,  a re  the  benef ic ia r ies  o f  the  merger o f  t he  holding companies. 

The merger costs  a l loca ted  t o  the  u t i l i t i e s ,  therefore ,  are associated with 

the provision of u t i l i t y  service.  

o ther  holding company costs  properly al located t o  IPS Elec t r i c  t o  be 

included i n  r a t e s .  In addition, cos ts  which a re  not d i r e c t l y  re la ted  t o  

the provision of u t i l i t y  service,  nonetheless, may be recoverable by the  

u t i l i t y .  

not d i r e c t l y  associated w i t h  the  provision of u t i l i t y  service,  b u t  a re  

expenses of doing business by the  u t i l i t y ,  and as such are  recoverable. 

The merger o f  the  holding companies was the  i n i t i a l  s t ep  i n  bringing t h e i r  

two u t i l i t i e s  toge ther  and allowed IPS Elec t r ic  t o  secure the benef i t s  o f  

reduced cos t s  a l loca t ed  t o  i t  as a divis ion o f  a subsidiary.  

Sch. 5 ) .  

portion of t h e  c o s t s  o f  the  merger of the ho ld ing  companies. 

The subs id ia r ies  of  t he  new holding company, including the  

In past  cases, the  Board has allowed 

For example, costs  such as regulatory assessments and taxes a re  

(Ex. 202, 

The Board f inds  tha t  IPS E lec t r i c  should recover the  al located 

IPS E lec t r i c  a l s o  proposed t o  recover $676,535 over a th ree-year  

period associated w i t h  the proposed merger of IPS Elec t r i c  and Iowa Power 

Inc. P a r t  of t h i s  amount i s  actual and p a r t  is  an estimate.  The actual 

cos t s  incurred t h r o u g h  December 31, 1991, are 5308,903, which i s  re la ted  t o  

ea r ly  retirement,  and  5135,939, which a re  other cos ts .  The remainder, 
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$231,698, represent  estimated costs. (Ex. 202, Sch. 3 ) .  The merger 

proposal was recent ly  reviewed by t h e  Board i n  Docket No. SPU-91-10. 

However, the Board will not now allow recovery of those cos ts .  

may be a t  some future time the appropriate  subject  f o r  cos t  recovery, a 

portion o f  the numbers provided by IPS Elec t r ic  are  a t  t h i s  time only 

estimates of costs. 

premature. The merger i s  n o t  y e t  f i n a l .  Final approval i s  s t i l l  pending 

in some j u r i s d i c t i o n s .  

uncompleted merger. 

While they 

The costs t h a t  a r e  actual merger cos ts  a r e  a l so  

The Board wi l l  n o t  approve cos ts  r e l a t e d  t o  an 

The p a r t i e s  do n o t  d ispute  the f a c t  t h a t  the holding company merger 

cos ts  a r e  one-time o r  nonrecurring cos ts .  

cos t s  be co l l ec t ed  over a three-year  period t o  r e f l e c t  the average time 

between r a t e  cases s i m i l a r  t o  the treatment given r a t e  case expense. 

E lec t r i c  a l s o  pointed t o  the  d i f f i c u l t y  in tracking the savings as time 

passes and i t s  wi l l ingness  t o  forego a return on the unamortized balance as 

a basis  for a three-year  recovery period. 

Advocate recommended t h a t  i f  cost  recovery was allowed, t he  c o s t s  be 

col lected over a ten-year  period o f  time, which i t  a s s e r t s  would better 

r e f l e c t  the period of time the merger savings are  expected t o  be rea l ized .  

(Consumer Advocate I n i t i a l  Brief,  p .  7 ,  fn. 6 ) .  

IPS Elec t r ic  proposed t h a t  the 

IPS 

(Tr. 106-08, 116-18). Consumer 

The Board does n o t  necessar i ly  co r re l a t e  the typical  th ree-year  r a t e  

case period and recovery of r a t e  case expenses with these  merger cos ts .  

However, because recovery over a longer  period as suggested by Consumer 

Advocate would permit IPS Elec t r i c  t o  c o l l e c t  only 61.4 percent of i t s  
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costs', t h e  Board believes ten yea r s  is t o o  long. 

f inds a four-year time period f o r  recovery will reasonably balance the 

competing i n t e r e s t s .  

re turn on unamortized amounts. (See, e.g., I n t e r s t a t e  Power Co., Docket 

Instead, the Board 

The Board w i l l  not allow IPS Electric t o  earn a 

NO. RPU-86-8). 

9. MERGER SAVINGS 

IPS E l e c t r i c  proposed t h a t  any savings resu l t ing  from t h e  merger which 

were i n  excess of t h e  merger c o s t s  be shared equally between customers and 

shareholders.  (Tr. 736-37, 742).  IPS E l e c t r i c  provided testimony t h a t  the 

savings exceed c o s t s  by f1,784,2433 and proposed t h a t  i t  be allowed t o  

r e t a i n  50 percent of t he  net savings,  or $892,127. 

E l e c t r i c  a l s o  proposed t o  continue t o  t r a c k  merger re la ted savings . 
(Ex. 202, Sch. 7 ) .  IPS 

(Tr. 

737). 

Consumer Advocate argued t h a t  the  proposal would move t h e  Board from 

cost-based r a t e s  and provide "monopoly" prof i ts . '  (Tr. 700). In 

addi t ion ,  Consumer Advocate s t a t e d  any risk of  t h e  merger was already 

r e f l ec t ed  i n  IPS Electric's common s tock  price and this proposal would 

allow shareholders  t o  be compensated twice. (Tr. 701). Consumer Advocate 

also  argued consol idat ions should be influenced so le ly  by t h e  prospect o f  

lower c o s t  o f  service, not a reward above f a i r  r a t e s  of  re turn.  

Based on a present  value a n a l y s i s  assuming a f i v e  percent discount 
r a t e  and recovery over ten years. 

Including both the  actual holding companies merger cos ts  and actual 
and est imated u t i l i t y  companies merger c o s t s .  

Consumer Advocate provided no d e f i n i t i o n  f o r  i t s  term "monopoly 
p r o f i t s . "  The Board assumes Consumer Advocate e i t h e r  intended the term t o  
nean the  same a s  "monopoly rents"  o r  be a hyperbolic reference t o  earnings 
above t h e  authorized r a t e  of re turn .  

1 

3 

4 



\ 

Docket No. RPU-91-6 
Page 14 

The Board has reviewed the savings proposal offered by IPS Electric 

and rejects it. The IPS Electric proposal presents unnecessary 

administrative complexity and would invite costly and contentious 

litigation since the net savings amounts would be difficult to verify on a 

recurring basis. 

The Board will adjust expenses to reflect the substantial savings 

identified by IPS Electric. 

the merger has resulted in significant savings to IPS Electric customers 

and comirznds IPS Electric for its efforts to date. 

continue. 

policies and procedures, encourage uti1 ity mergers and consol idations where 

ratepayers can benefit significantly as demonstrated here. 

(Ex. 202, Sch. 5 ) .  The Board recognizes that 

Those savings will 

As a policy matter, the Board believes it should, through its 

a 
The statutory provision for rewarding or  penalizing utilities is found 

in IOWA CODE 5 476.52 (1991). IOWA CODE 3 476.52 states, i n  part: I 
If the Board determines in the course of a proceeding 
conducted under section 476.3 or 476.6 that a utility 
is operating in such an extraordinarily efficient 
manner that tangible financial benefits result to the 
ratepayer, the board may increase the level of profit 
or adjust the revenue requirement for the utility. 
Board shall adopt rules for determining the level of 
profit or the level o r  the revenue requirement 
adjustment that would be appropriate. 

The board shall also adopt rules establishing a 
methodology for an analysis of a utility’s management 
e f f i ci ency . 

The 

Pursuant to that Code section, the Board adopted rules which establish 

a methodology f o r  analysis of a utility’s efficiency. 

199-chapter 29 (1952) .  In addition, the rules establish an adjustment to 

the return on common equity as an appropriate means of adjusting the level 

of profit. IOWA ADMIN. CODE 199-29.4 (1992). In IOWA ADMIN. CODE 199- 

IOWA ADMIN. CODE 
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29.3(1) (1992), the Board identified factors which the Board may consider 

when evaluating the utility. The rule states, in part: 

When evaluating a utility,the board may consider any of 
the factors listed in this subrule and any additional 
relevant information. These factors will be guidelines 
for evaluating a utility's efficiency or inefficiency. 
No single factor of group of factors will be deemed 
conclusive evidence of efficiency or inefficiency. In 
considering these factors, the board may use data 
collected under 29.5(476) to compare a utility, except 
a water utility, to other utilities providing the same 
service in the state. 

IPS Electric witness Vorbrich provided testimony concerning management 

efficiency actions and practices of IPS Electric that he believed to be 

relevant to IOWA ADMIN. CODE 199-29.3(1).  In his pre-filed testimony 

specifically entered into evidence at transcript page 789,  witness Vorbrich 

cited a list of efficiencies achieved by IPS. 

It is important to note that the management efficiency rules were 

adopted prior to any utility mergers taking place in Iowa. 

which flow from appropriate mergers were not specifically contemplated nor 

addressed as appropriate for consideration in making a management 

efficiency award. 

that the Board may consider other factors the Board determines to be 

relevant. The rules also state: 

The reality o f  change, and the ability of management to 
anticipate and respond to those changes, greatly affect 
any judgment of management efficiency or inefficiency, 
and must be considered in establishing any rewards for 
efficiency or penalties for inefficiency. 

The Board finds that the merger of the holding companies and the subsequent 

The benefits 

IOWA ADMIN. CODE 199-29.3(1)"gn does provide, however, 

corporate restructuring reflect management's ability to anticipate and 

respond to change and are an important factor relevant t o  the Board's 
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13 
determination of IPS Electric’s management efficiency. 

the merger and restructuring will result in significant tangible financial 

benefit t o  ratepayers. 

the merger and restructuring exceed the costs of the merger of both the 

holding companies and the utilities by $1,784,254. 

Although, as the Board noted earlier, a portion of these savings are 

estinates and some of the claimed savings may not be directly attributable 

to the merger, ‘.he evidence shows ratepayers will rec?ive a tangible 

financial benefit because of the efforts of management to merge the holding 

companies and subsequently restructure their corporate activities. 

Tracking the savings through the ilse of a data base system, I P S  Electric 

found cost savings related to the elimination of duplicate positions and 

through economies of scale. 

The record shows 

IPS Electric reported the savings attributable to 

(Ex. 202, Sch. 7) .  

Therefore, pursuant to IOWA CODE !j 476.52 (1991), the Board finds IPS 

Electric’s extraordinary management efficiency has resulted in tangible 

financial benefit to ratepayers. 

reward IPS Electric for its management efficiency. 

the cost of common equity upward by 30 basis points as a management 

efficiency reward. The upward adjusted cost of common equity will be 

reflected as a separate item on schedules and will not be used by IPS 

Electric for calculating AFUDC, in calculations for energy efficiency 

purposes or other regulatory purposes. The 30 basis point management 

efficiency award will produce approximately $600,000 prior to adjusting for 

income taxes o r  abaut $1 million in tens of revenue. 

both calculated on a total company basis. The Board believes this is a 

reasonable amount given the extensive salutary efforts IPS Electric has 

The Board finds that it is appropriate to 

The Board will adjust 

These figures are 

4 
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taken t o  benef i t  customers. The 30 bas i s  p o i n t s  award granted IPS Elec t r ic  

i s  less t h a n  the 50 basis points granted Midwest Gas for i t s  e f f o r t s  in the 

merger. 

award. Since IPS i s  an 

e l e c t r i c  u t i l i t y ,  i t  has a subs t an t i a l ly  l a r g e r  r a t e  base than Midwest Gas. 

Fewer basis  points applied t o  t he  l a r g e r  r a t e  base g ran t s  a comparable 

reward. 

The number of basis p o i n t s  i s  only one element in determining the 

The o ther  is the  r a t e  base t o  which i t  i s  applied.  

An additional adjustment t o  the  merger savings adjustment needs t o  be 

made i n  l i g h t  of this decision t o  award IPS E l e c t r i c  an amount t o  r e f l e c t  

management efficiency. 

sharing proposal. (Tr. 5 5 ) .  

on annualized merger savings and merger c o s t s .  

savings resu l ted  from labor reductions.  

merger were a l so  implici t  in the  labor  adjustments, which were presented by 

IPS witness Heinrichs and approved in the  se t t lement .  

resu l t ing  from labor expense reduction presented by t w o  d i f f e r e n t  witnesses 

f o r  two d i f f e r e n t  purposes do n o t  appear t o  be cons is ten t .  

Sch. 5, LMS WP211, and Heinrichs Sch. T ,  U, AP, revised A L ) .  

Heinrichs adjusted wages t o  include FICA, l i f e  insurance, worker’s 

compensation, 401K, and federal s t a t e  unemployment taxes ,  which a r e  

d i r e c t l y  re la ted  t o  the  l a b o r  adjustments. I t  appears t h a t  f o r  purposes o f  

computing merger savings for the sharing proposal witness Smith a l so  loaded 

base wages with additional un ident i f iab le  items. 

witness Smith’s computation of net benef i t s  in i t s  determination of 

tangible f inancial  benefit  fo r  purposes of i t s  management e f f i c i ency  award, 

the portion of Smith’s labor expense savings n o t  already r e f l e c t e d  in 

IPS E l e c t r i c  witness Smith advznced the  merger 

He made a ca l cu la t ion  of net bene f i t s  based 

A port ion of those merger 

Labor savings r e l a t e d  t o  t he  

The merger savings 

(Cf. Ex. 202, 

Witness 

Since the  Board u t i l i z e s  
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Heinrichs' labor adjustments will be added to the non-labor savings from 

the merger. 

V. COST OF EQUITY 

The U.S. Supreme Court, in its decision in Federal Power Commission v. 

Hooe Natural Gas ComDany, 320 U.S. 591, (1944), held: 

The rate-making process under the Act, i.e., the fixing 
of "just' and reasonable" rates, involves a balancing of 
the investor and the consumer interests. Thus we 
stated in the Natural Gas Pipeline Co. Case that 
"regulation does not insure that the business shall 
produce net revenues." aut such considerations aside, 
the investor interest has a legitimate concern with the 
financial integrity of the company whose rates are 
being regulated. From the investor or company point of 
view it is important that there be enough revenue not 
only for operating expenses but also for the capital 
costs of the business. These include service on the 
debt and the dividends on the stock. By that standard 
the return to the equity owner should be commensurate 
with returns on investments in other enterprises having 
corresponding risks. That return, moreover, should be 
sufficient to assure confidence in the financial 
integrity of the enterprise so as to maintain credit 
and attract capital. 

- Id. at 603 (citations omitted). Various models have been developed to 

estimate the return necessary to attract equity capital. 

Comoanv and Pennsvlvania Power ComDanv v. David M. Barasch, 488 U.S. 299, 

109 S.Ct. 609 (1989), the Supreme Court noted no one method was imposed on 

public utility commissions in reaching their conclusions. This Board has 

relied upon the discounted cash flow (DCF) model, with secondary emphasis 

on the risk premium model. 

Docket No. RPU-89-7 (September 14, 1990), pp. 28-33; Iowa-American Water 

Comoany, "Final Decision and Order," Docket N o .  RPU-90-10 (October 21, 

1991). The principles stated in those orders will be relied on by the 

In Duauesne Liqht 

See Iowa Southern, "Final Decision and Order," 

I 
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Board for guidance in this case regarding the cost of equity. 

Board will make its decision based on the specific facts and arguments 

presented in this case. 

However, the 

The only component of the rate of return in dispute was the return on 

common equity. 

using two methods for measuring cost of equity: 

(DCF) and 2) risk premium. 

Weide used a quarterly DCF model, with a five percent reduction to price as 

an adjustment for flotation costs. 

IPS Electric calculated a 13.0 percent cost of equity, 

1) discounted cash flow 

In his DCF method, IPS Electric witness Vander 

His main DCF results were: 

a. 

b. 

c. 

13.8 percent fo r  Midwest Resources; 

11.7 percent for his Midwest electric group; and 

12.2 percent for his Midwest combination gas/electric group. 

In the risk premium analysis, witness Vander Weide used a risk premium of 

4.5 t o  5 .5  percentage points. (Tr. 483). Adding this to the most recent 

Moody's A-rated bond rate of 8.84 percent produced a cost of equity under 

the risk premium approach from 13.34 percent to 14.34 percent. (Ex. 120). 

Consumer Advocate proposed an 11.3 percent cost of common equity. The 

proposal was based upon a DCF analysis of Midwest Resources and supported 

by company specific "risk premium" analyses of other Iowa-based utilities 

or utility holding companies. (Tr. 666-706; Ex. 125, Sch. A-E; Ex. 126, 
Sch. A-J). Consumer Advocate witness Habr asserted that if a continuous 

DCF model is applied to witness Vander Weide's utility proxy groups (Ex. 

207, Sch. 2-3), an average cost of equity of 11.3 percent results for the 

combination proxy group and 10.8 percent results for the electric group. 

Mid-Size proposed a 9.95 percent return on common equity, using the 

Federal Energy Regulatory Commission ( F E R C )  DCi model in analyzing three 
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s e t s  of e l e c t r i c  companies plus witness Vander Weide's two proxy groups. 

Mid-Size witness Dahlen's analyses d i d  n o t  include Midwest Resources and 

the estimates ranged from 9.9  percent t o  10.44 percent .  (Tr.  10-23; Ex. 

301, Sch. 2-5) .  

IPS Elec t r ic  i s  an operating divis ion of  Iowa Publ ic  Serv ice  Company, 

which i s  a wholly owned subsidiary of Midwest Resources. 

Resources' stock i s  publicly traded. 

Board wil l  analyze Midwest Resources. 

analysis  o f  proxy groups o f  u t i l i t y  companies as  an i n i t i a l  check on the 

DCF analysis .  

a t  b o t h  combination electr ic /natural  gas  groups and the indus t ry-spec i f ic  

(in t h i s  i n s t an t  case, e l ec t r i c )  groups as a proxy in checking the cost of 

equi ty .  

analyses as another check on the DCF analysis .  

A.  DCF ANALYSIS 

Only Midwest 

Therefore, for i t s  main ana lys i s ,  t h e  

The Board wi l l  also look a t  the DCF 

As in Midwest G a s ,  Docket No. RPU-91-5, the Board will  look 

Final ly ,  the Board will look a t  the r e s u l t s  from risk premium 

As i t  d id  in the Midwest Gas, Docket No. RPU-91-5, t he  Board wil l  look 

a t  the  r e s u l t s  of both  the FERC and the annually d i s c r e t e  DCF models. 

Board wil l  n o t  use IPS Electr ic 's  quar te r ly  DCF model. Both  Consumer 

Advocate and Mid-Size appear t o  be correct  i n  a s s e r t i n g  t h a t  IPS Elec t r ic ' s  

quar te r ly  DCF model provides for  double recovery o f  i n t e r e s t  on dividends 

already paid. 

The 

1. Pividend 

Midwest Resource's most recent quarter ly  dividend contained in the 

record i s  $0.30 paid on a quarterly basis ,  o r  $1.56 on an annual basis.  

(Tr. 261, Ex. 1, Sch. 4 ) .  The Board will use the f i g u r e  $1.56 in i t s  4 
analysis .  
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2. Price 

IPS Electric used a simple average of the high and low stock prices 

for the three-month period ending August 31, 1991. 

Electric is Standard and Poor‘s Stock Guide. 

Midwest Resources. 

the three-month period ending February 29, 1992. (Ex. 213). Consumer 

Advocate used an average daily closing price for the period November 7 ,  

1990, through June 28, 1991. The price is $19.13 for Midwest Resources, 

and Consumer Advocate updated that price for December 23, 1991, through 

March 10, 1992, to $20.035. The Board will use the most recent average o f  

$20.035 provided by Consumer Advocate. 

The source used by I P S  

The price is $19.75 for 

(Tr. 525-26). IPS Electric updated this to $19.979 for 

3. Growth Rate 

IPS Electric used the August 1991 consensus analysts’ estimates o f  

future earnings per share (EPS) growth reported by Institutional Brokers’ 

Estimate System (IBES), which is 4.83 percent for Midwest Resources. I P S  

Electric provided the February 1992 I8ES update of 3.72 percent. 

116) .  

midpoint of the 2.9 percent to 3.3 percent range it estimated. The 2.9 

percent is an estimate of internal growth for Midwest Resources using a 

representative retention ratio. The 3.3 percent is based on Midwest 

iesources dividend growth rate for the nine-year period ending in 1990. 

[Tr. 676-77). 

growth for each o f  the companies he used. 

[Ex. 

Consumer Advocate proposed a growth rate o f  3.1 percent, the 

Mid-Size used a recent Value Line estimate for the dividend 

(Ex. 301, Sch. 3 ) .  

The Board will continue to l o o k  at both historical growth estimates 

The historical growth rate used by the m d  forecasted growth estimztes. 

5oard i s  2.51 percent for Midwest Resources. This is the average of 3.485 
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percent,  t h e  ten-year  l e a s t  squares growth estimate o f  dividends per share ,  

and 1.544 percent, the average o f  t en  years  internal  growth. (Ex. 125, 

Sch. C,  p .  1). However, i n  general ,  t h e  Board believes forecasted growth 

r a t e s  a r e  b e t t e r  pred ic tors  of fu ture  growth than h i s t o r i c a l  growth r a t e s .  

In his testimony a t  t r a n s c r i p t  page 474, IPS Elec t r ic  witness Vander Weide 

supported his use of  t h e  IBES growth forecas ts  s t a t ing :  

The IBES consensus growth  r a t e s  (1) are  widely 
c i rcu la ted  i n  the f inancial  community, ( 2 )  include the 
project ions of reputable f inancial  analysts  who develop 
estimates of futu-e EPS growth ,  (3) are  reported on a 
timely b a s i s  t o  i ,:vestors, and (4 )  a r e  widely used by 
i n s t i t u t i o n a l  and other investors .  For these reasons, 
I believe these  consensus estimates a r e  unbiased 
estimates of  t he  investors '  expectation o f  each firm's 
long-term dividend growth prospects and, accordingly, 
a r e  incorporated by investors  i n t o  t h e i r  return 
requirements. Consequently, i n  my opinion, they 
provide a sound estimate o f  investors '  long-term 
dividend growth expectations. 

The Board i s  persuaded forecasts  provide t h e  b e t t e r  gauge of investors '  

expectations of g rowth .  (Tr. 474). In t h i s  case, t h a t  i s  par t i cu la r ly  

true given t h e  necessi ty  of hypothesizing the h is tor ica l  growth r a t e s  of  

two companies s ince  merged. 

IPS Elec t r ic  a l s o  supported i t s  posi t ion by c i t i n g  a s tudy,  James 

Vander Weide and Willard Carleton's "Investor Growth Expectations and Stock 

Prices:  t h e  Analysts versus Historical  Growth Extrapolation," The Journal 

of Por t fo l io  Manawment, Spring 1988. 

containing t h e  consensus analysts '  fo recas ts  exceeded the  regression 

That study showed regression results 

results containing t h e  h i s to r i ca l  growth  estimates.  According t o  witness 

Vander Weide, t h i s  i s  consistent w i t h  the hypothesis t h a t  inves tors  use 

analysts '  fo recas ts ,  r a t h e r  t h a n  h i s t o r i c a l l y  oriented growth ca lcu la t ions  

i n  making buy and s e l l  decisions.  (Tr. 475) .  

0 
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The Board will rely primarily on the February 1992 IBES update of 3.72 

percent provided by IPS Electric in its analysis. (Ex. 116, 213). 

4. Flotation C o s t s  

IPS Electric used a five percent downward adjustment to the DCF price 

as an allowance for flotation costs, thereby increasing the DCF cost of 

equity estimated and adding 46 basis points to h i s  cost of equity estimate 

for Midwest Resources. (Tr. 541). IPS Electric contended a flotation 

adjustment was appropriate even if common stock was not issued in the test 

year and believes the adjustment should apply to all common equity, 

i ncl uding ret ai ned earnings . 
Consumer Advocate argued if IPS Electric’s flotation cost adjustment 

of 46 basis points were applied to Midwest Resources’ consolidated net 

utility assets o f  about $1.5 billion, then Midwest Resources would 

perpetually receive flotatian costs of 44,865,000 annua‘lly before taxes. 

Consumer Advocate further argued that the total issuance cost incurred by 
Midwest Energy and Iowa Resources was only $6,575,200 for the period 1957 

through 1989. According to Consumer Advocate, i f  a flotation cost 

adjustment is going to be made, then a secondary market transaction cost 

adjustment a l so  needs to be made. 

The Board has held that a flotation adjustment may be warranted in 

some cases. For example, in Peooles Natural Gas Comoany, Docket No. RPU- 

86-11 (March 30, 1987), the Board accepted a flotation adjustment proposed 

by Consumer Advocate. 

was a recent or planned issuance of common equity, as evidenced in this 

case. However, as witness Yander Weide pointed out, there are issuance 

costs associated with all issues o f  common stock whether issued recently Or 

An adjustment seemed especially germane when there 
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some time ago. 

t h e  l i f e  o f  those issues. 

making i t  inappropriate  t o  recover these c o s t s  through amortization over a 

d e f i n i t e  period. Therefore, recognition should be given t o  t h e  need f o r  a 

carrying charge t o  be applied t o  the issuance costs.  

The issuance c o s t s  of a l l  debt issues are  recovered over 

Unlike debt, however, stock has a perpetual l i f e  

IPS E l e c t r i c  is c o r r e c t  i n  arguing t h a t  t he  primary disagreement 

between IPS Electric and Consumer Advocate regards the s i z e  o f ,  r a t h e r  than 

the need f o r ,  a f l o t a t i o n  adjustment. 

zero t o  f i v e  percent.  

E l e c t r i c  i s  too  much and does not take i n t o  account a needed secondary 

market t ransact ion c o s t  adjustment. As noted above, i t  is reasonable t o  

r e f l e c t  some f l o t a t i o n  cos t s .  The Board believes t h a t  as an a l t e r n a t i v e  

ana lys i s ,  i t  i s  reasonable t o  make a two  percent f lo ta t ion  adjustment. 

a two percent adjustment is made, t he  r e s u l t  i s  an adjusted DCF pr ice  of 

$19.634 for Midwest Resources, and i f  no  adjustment f o r  f l o t a t i o n  i s  made 

t h e  pr ice  i s  $20.035. 

5. DCF Results 

Ut i l iz ing  th i s  d a t a  produces t h e  following r e s u l t s  for Midwest 

The proposed adjustments range from 

The f ive percent adjustment t o  pr ice  used by IPS 

I f  

Resources: 

No f l o t a t i o n  2.0 X f l o t a t i o n  
D/ p K Adj .  D/P K 

Annually Discrete  DCF 
-Histor ical  growth 7.96 10.49 8.14 10.65 
-Forecasted growth 8.08 11.80 8.24 11.96 

FERC DCF 
-Histor ical  growth 7.86 1c.39 6.04 10.55 
-Forecasted growth 7.93 31.65 8.09 11.31 
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Utilizing updated forecasted dividend and earnings growth rates, cost 

of equity estimates for IPS Electric's proxy groups are as follows. 

117, 118, 213). 

(Ex. 

No flotation 2.0 Yn flotation 
D/ p K Adj. D/P K 

Combination Group 
-Annually Discrete DCF 6.80 10.61 6.94 10.75 
-FERC DCF 6.68 10.49 6.82 10.63 

Electric Group 
-Annually Discrete DCF 6.78 10.31 6.92 10.45 
-FERC DCF 6.67 10.20 6.80 10.33 

Mid-Size provided cost of equity analysis o f  proxy groups using the 

FERC DCF model and Value Line forecasted dividend growth. 

10.44 percent for the combination electric/natural gas group and 9.9 to 

10.6 percent for his electric groups. 

B. RISK PREMIUM ANALYSIS 

The Risk Premium model i s  based on the premise that common equity 

The results were 

(Tr. 12-13; Ex. 301, Sch. 3) 

carries a higher risk than debt and, for this reason, investors require a 

higher expected return. According to this theory, some estimate of 

expected risk premium is added to the current market determined debt yield 

t o  produce an estimate o f  the current equity return requirement. 

Controversy exists on the exact form of the model and the debt rate to use, 

and especially on the estimate of the risk premium. 

pricing model (CAPM) is a variant of the risk premium approach. 

The capital asset 

IPS Electric provided testimony that the short run risk premium may 

rise as interest rates fall. (Tr. 605-06). The Board understands the 

rationale behind this argument, and, in light o f  the current low interest 

rates, will give more weight to the upper part o f  the 2.5 to 3.5 percentage 

risk premium range it has heretofore employed. 
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The risk premium method used by I P S  Electric is similar to the method 

used by the Board. See, Iowa Electric Lioht and Power Comoany, Docket No. 

RPU-89-9 (Octojer 25, 1990); Iowa-American Water Comoany, Docket No. RPU- 

90-10 (October 21, 1991). The difference is in the magnitude of the risk 

premium itself. Using the updated 8.84 percent estimate for the yield on 

debt, plus adding a risk premium range of 250 to 35C basis points, supports 

a cost of equity estimate of about 11.34 to 12.34 percent. (Ex. 120). 

As another check, the Board reviewed the recent return on equity 

decisions of other public utility commissions for electric utilities. 

124). 

three month average o f  1991 is 12.27 percent. The Board notes that it i s  

(Ex. 

The 1991 average return on equity is 12.48 percent and the last 

.. I . 
0 

3 important that decisions of other commissions not be re1 ied upon 

exclusively because of the potential circular effect. 

are useful as  a secondary check on the Board's decision. 

said in Federal Power Commission v. Hooe Natural Gas Comoanv, 320 U.S. 591 

(1944), "the return to the equity owner should be commensurate with returns 

on investments in other enterprises having corresponding risks." Uhile the 

return averages should not be used as the sole means of determining the 

However, these facts 

The Supreme Court 

I . return on common equity for IPS Electric, a review of the returns of other 

electric utilities is useful as a check of whether IPS Electric's return is 

commensurate with the returns of other electric utilities. 

C. R E T U R N  OH EQUITY 

The DCF analyses of Midwest Resources supports a cost of equity range 

of 10.4 to 12.0 percent. 

estimates suggests the upper end of this range. 

combination proxy group supports a cost of equity range of 10.4 to 10.8 

Our preference for the forzcasted growth 

D C F  analysis of the 
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percent. 

equity range of 9.9 to 10.6 percent. 

suggests a range of 11.34 to 12.34 percent. 

the Board's primary approach, testimony in this proceeding raises 

significant doubts about its reliability in current market conditions. 

DCF analysis of the electric proxy groups supports a cost of 

The Board's risk premium analysis 

While the DCF analysis remains 

Therefore, based on the various methods discussed in this order, the 

range i s  somewhere between 12.34 percent on the high side and 9.9 percent 

on the low side. 

into consideration the particular facts of this case, the Board believes 

the proper cost of equity for IPS Electric to be in the upper range of the 

DCF analysis and the risk premium check. 

reasonable determination of the cost o f  equity. The DCF analyses, with or 

without the flotation adjustment, and the risk premium analysis all support 

12.0 percent. 

Taking all of these methods into consideration and taking 

The Board finds 12.0 percent as a 

VI. FINDINGS OF FACT 

Based on a thorough review o f  the entire record i n  these proceedings, 

the Board makes the following findings of fact: 

1. The post-July 1, 1990, expenses of the Rock Valley Energy 

Efficiency Project are classified as energy efficiency expenditures for 

purposes of IOWA CODE 5 476.6(19) (1991). 

2. Rock Valley Energy Efficiency Project expenditures incurred on or 

after July 1, 1990, may be considered in an energy efficiency proceeding 

pursuant to IOWA CODE 5 476.6(19) (1991). 

3. It is unreasonable to include an amount related to pre-July 1, 

1990, expenses of the Rock Valley Energy Efficiency Project as they are 
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1 
1, 

non-recurring f o r  regulatory purposes and thus n o t  representa t ive  of 

prospective expenses. 

4. The pre-July 1, 1990, cap i t a l  expenditures r e l a t ed  t o  the 

Metricom meters and the Energy Center a r e  properly included i n  ra te  base. 

I t  i s  reasonable t o  ad jus t  test year expenses by one-fourth of 5. 

the  amount of expenses r e l a t ed  t o  t he  merger of Iowa Resources and Midwest 

Energy. 

6. I t  i s  unreasonable t o  a d j u s t  t e s t  year expenses for the  expenses, 

bo th  estimated and ac tua l ,  r e l a t ed  t o  the  merger of Iowa Pub1 i c  Service 

Company and Iowa Power. 

7. I t  i s  reasonable t o  ad jus t  t e s t  year expenses by the amount o f .  

annualized savings re1 ated t o  the  merger and subsequent corporate  a 
rest ructur ing of Iowa Resources and Midwest Energy. 

8. I t  i s  unreasonable t o  adopt IPS Electr ic 's  proposal t o  share the  I 
savings o f  the holding companies' merger. 

9. IPS E l e c t r i c  i s  operating in such an ex t raord inar i ly  e f f i c i e n t  

manner tha t  t angib le  f inanc ia l  benef i t s  r e s u l t  t o  the ratepayers .  

10. I t  i s  reasonable t o  grant  a management eff ic iency award i n  the  

amount o f  30 bas i s  points .  

11. 

percent. 

I t  is reasonable t o  s e t  t he  return on common equi ty  a t  12 

VII. CONCLUSIONS OF L A W  

The Board has j u r i s d i c t i o n  of  t he  pa r t i e s  and the  subjec t  matter in 

t h i s  proceeding, pursuant t o  IOWA CODE ch. 476 (1991). w 



MidAmerican Exhibit 8.1 
Page 5-30 of 654 

Docket No. RPU-91-6 
Page 29 

YIII. ORDERING CLAUSES 

IT IS THEREFORE ORDERED: 
1. The rates for IPS Electric, a division of Iowa Public Service 

Company, made subject to review by the filing o f  a petition with the Board 

by the Consumer Advocate Division o f  the Department of Justice on August 2, 

1991, are declared to be excessive and unlawful. 

2. On or before the expiration of 45 days from the date of this 

order, IPS Electric, a division of Iowa Public Service Company, shall file 

a revised class cost-of-service study, in both hard copy and IBM-compatible 

disk, and revised tariffs setting schedules o f  electric rates in compliance 

with the terms o f  the settlement agreements approved on March 13, 1992, the 

findings of this order and the summary attachments and schedules attached 

to and incorporated by reference. The numbers in the attachments and 

schedules have been rounded. The compliance tariffs shall become effective 

upon approval by the Board. 

3.  Within 60 days of the date of this order, IPS Electric shall 

submit for the Board’s consideration and approval a plan by which refunds 

shall be made to customers in accordance with the findings contained 

herein. 

4.  Motions and objections not previously granted or sustained are 

denied or overruled. Any argument in the briefs not specifically addressed 
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specifically in this order i s  rejected either as not supported by the 

evidence or as not being of sufficient persuasiveness to warrant coments. 

UTILITIES BOARD 

ATTEST: 

1 
Dated at Des Moines, I o w a ,  this 1st day of June, 1992. 
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IPS ELECTRIC, 67 DIVISION OF 
IOWA PUBLIC SERVICE COMPANY .! 

Docket No. RPU-91-6 

"FINAL DECISION AND ORDER" - 
__I_y 

Fife 
cc: 

Issued June 1 ,  1902 Tickler: 

P a r t i e s  Served: 

Suzan M. Stewart 
Senior Attorney and Manager 

Iowa Publ ic  S e r v i c e  Company 
4CI Douqlas S t r e o t  

o f  qegulatory A f f a i r s  

P.O. Box 775 
Sioux C i t y ,  I A  51102 0 
Michael R. May, Attorney 
S u i t e  ?25--Two Guan Center 
401 Locust S t r e e t  
Des b i n e s ,  14 50305 

Hark A .  Kalafu:, Attorney 
Terra Internaziona!. Inc .  
Terra Center 
6 X  Fciurth Streef 
5: L O J X  . c i t y ,  IA :!lo1 

James R .  Maret 
Consumer Advocata 
Denartment of Justics 
Consumer Advocate D i v i s i o n  
Lrtcas S t a t e  0fC:ce f iui lding 
DES f loines,  I A  5031? 

CERTlFiCATE OF S a v i c i  

The undesigned hereby certifies tha; 

::e fcrzz9ing dccucer;t has been serve? 

2:J:e: Ob -01-92 ...................... 
..................................... 4 2 J & i s ? ?  



. .Iowa Public Service Company 

Jurisdictional Revenue Requirement 
RPU-91-6 

i-. 

e %,e 
1 
2 

3 
4 

5 
6 

a 
9 

10 

11 

12 

5’ 

Rate Base 
Rate of Return 

Required Return 
Less: Adjusted Income 

Income Excess 
Income Taxes 

Revenue Decrease 

Plus: Adjusted Revenue 

Total Company Revenue Requirement 

Less: Non-Jurisdictional 

Plus: Deere Unit Sharing 

JURISDICTIONAL REVENUE REQUIREMENT 

Attachment A 
Final Rates 

$464,786,101 
9.933% 

MidA 

e 



Iowa  Public Service Company 
RPU- 91 -6 

Weighted Cost of Capital 

Line 
No. Description Amount ---- ----------- ---------- 

(AI (8) 

1 long-Term Debt $308,863,353 

2 Preferred Equity $65,411,863 

3 Common Equity $258,576,924 

4 Total  $632,852,140 
_ _ _ _ _ _ _ _ _ - _ _ _ _  

5 PLUS: Han2gernent Efficiency Award 

6 TOTAL RATE OF RETURN 

.. 
Attachment 8 
Final  Rates 

Weighted 
cost 

4.193% 

0.714% 

4.903% 

9.811% 
-_ - - - - - - -  



.Iowa Pub1 ic Service Company 
RPU- 91 -6 

1991 Rate Ease--Electric e 

1 Plant in Service 
2 Accr. Depreciation 

3 Net P1 ant 

Deductions: 
4 Def. Income Tax 
5 Pre-1971 ITC 
6 Customer Advances 
7 Customer Deposits 
8 Accum Provisions 
9 Allowance for Bad Debts 

Additions: 
10 Fuel Stocks 
1 1  Prepayments 
12 Cash Working Capital 
13 Materials & S u ~ ~ l i e s  . .  
I) TOTAL RATE BASE 

Attachment C 
Final Rates 

S886,581,521 
(5329,067,573) 

(596,769,521) 
($409,817) 
15105.439) 

(si, 103;310 j 
(5396,538) 
(S297,471) 

$13,100,693 
SI, 145,458 

I S 1  1.313.784 1 

MidAmerican Exhibit 8. 
Page 583 of 554 



Iowa Public Service Company 

Income Statement--Electric 
RPU-91-6 

Line 
No. Description 

Revenues : 
1 Rate Revenue 
2 Other Revenue 

3 Total Revenue 

_ _ _ _ _ _ _  - _ _ - - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

4 
5 
6 
7 
8 
9 

10 
11 
12 

Expenses: 
Fuel 
Payroll 
Other 0 & M 
Depreciation 
Other Taxes 
Income Taxes--Federal 

State 
Deferred 
ITC 

13 Total Expenses 

14 OPERATING INCOME 

f i t tacnm2nt u 
Final Rates 

5219,844,933 
55,154,214 - - - - - - - _ _ _ _ _ _ _ _ _  

S224,999,207 

541,048,055 
531,597,065 
$41,150,844 
$28,717,216 
$19.938.889 
$9; 255;455 
$2,934,950 
$2.552.196 

8 .  

\ 
\ 



. .  6 3  
loua P&I lc  Servlco Conpsny Schodule 1 - -  
Revenue Rwul r w n t  - *E I ec t r l c  s i  RPU.91-6 ilnal Rates 

w I. 

Line 
NO. Dascrlptlon ........................... 

1 Rate 888s 
2 Roto of Return 

3 Required Raturn 
4 Lessi Adlusted lnconv 

I lnconv Excess 
b Incune Taxes 

8 Revenue Decrease 

9 Plus: Adjusted Revewe 
. I ,  . ' , ,  ,. 

10 REVENUE REPUIREMEIIT 
4 

Total Ccmpany E" 
2 
d Allmult ............... 

4M.rw.101 
9.933% ............... 

46,1611,127 
(9,403,407 

(3,235,279) 
(2,221,624) 

(5,456.703) 

............... 

............... 

224,999,207 ............... 
219.542.504 ............... 



l. ., 
.loma Publlc Service Conpany 

Uelohted Cost of Capltal 
RPU-91.6 

Line 
No. Dercrlptlon mmt ............... .............. 

( A )  (8)  

1 Long-Tern Debt 308,863,353 

2 Preferred Equlty 65.4 1 1 ,M3 

3 CamDn Equity 250,514,924 .............. 
4 T o t a l  652,852,140 

5 PLUS: Hanagement Efflclcncy Auird 

6 TOTAL R A l E  Of RETURN 
S I  

Retio , Rate 

(C, ( 0 )  

......... ......... 

48.805% 8.592% 

0 
Schedule’ 2 
Flnol Rater 

10.336% 6.910% 

40.859% 12.000% ......... 
100.000% 

* i * s s .i . T * 

10.859% 0.300% 

Uelphted 
cost 

( E )  

4.193X 

......... 

0.714% 

4 . 9 O n  

9.811% 

......... 

0.121% 

9.933% 

......... 

......... 



ffi9 lo 585 a6ed 

1'8 l!q!V3 ue3!JaWP!W loua ~ u b l i c  servlce conpany 

1991 Rate Bass--Electric 
RPU-91-6 

Line Par Neal YJ 
no. Descrlpt lon Bookt Pulver lzer  
.-_.. ._..._.._........_.._ ---.-.-......... -.-...-.._._.... 

(A )  (E) 

1 Plant I n  ServIce 872,411,290 1,601,302 
2 Accr. Depreclatlon (128,803,074) (29.213) 

_ . _ . _ . _ . . . . _ . . . I  -....._.-.____._ 
1 Met Plant  543,638,216 1,572,089 

De& t I ma : 
4 , Del.  lwtm Inn 
5 Pre-1971 I I C  
6 Cuatmr Advancsa 
7 Cuitmr  Deposlta 
8 Accm Provialone 
9 AILoumnca~for End Debti 

A d d l t l ~ t !  
10 furl Stock8 
1 1  Prepaymenla 

11 H a t e r l a l r  t Supplles 
12 Cash Uorklng CapltBl 

14 10lAL RATE BASE 

S M R C E S :  

(96,769,521 
(409,817) 
(105,419) 

(396,516) 

(297,471) 

(1,101,110) 

11 ,1172,850 
1,145.458 

0 
3,421,882 --........_._._. _._..____...____ 

460,W6,310 1,572,089 ................ ................ 
M - 1 ,  Sch. A Settlement 

Rock Valley 
Project 

IC) 
._._..._.____.._ 

42,619 
( 1,370) 

41,262 

Schedule 3 
Page 1 0 1  2 
f lnal Rates 

Cash Working 90 Day H a z e l t m  n l s c e l l a n a  
cap i ta l  coal S Y * r l Y  5u l r l ta t lm Uorkorderi .._..._...-....- ................ ................ . . . . . . . . - . . . . 

( 0 )  (E) ( f )  ( 6 )  

1,181,816 2,463,2 
(22,959) (.(0,6 ..-..........._. ._....._.....___ _..._......_..._ .._....._.... 

0 0 1,158,857 2.422,5 

1,227,843 

(1 1,313,784 1 

...-..-......... _._...._......__ ................ _............... . . - . . . - . - . . . . 
41,262 (11,313,784) 1,227,843 1,158,857 2,422.5  ................ .*.............. ................ ................ ............. 

En. 208 L 407 Settlement Settlement . S o t t l m n t  S e t t l ~ n t  



Service corrpany . .  
- -91-6 

l W l  Rate Bass--Electric 

I In0 Payrol l  
NO. D e s c r i p t i o n  Capltallaed .......................... ................ 

( t i )  

1 Plant In Servlce 0 
2 ACcr. Depreclatlon 0 ................ 
3 Net Plant 0 

Deduct I one: 
4 Del. I n c w  l ex  
5 Pre.1971 I1C 
6 custmmr Advancea 
7 CustORler Deposlts 
A Accm Provlnlonr 
9 Allowance f o r  Bed Debts 

Addi t Ions I 

10 Fuel Stock# 

12 Cash Uorklnp Capital 
13 Hater ia ls  L Suppiles 

1 4  TOTAL RATE EASE 0 

11 Prepaynenrr 0 

................ 

................ 
SWRCES: S e t t l m n t  

Asbestos 
Re0WVBL Clean Air Act Storm Damnpa (not used) 

( 1 )  (J )  ( K )  (L) 
................ ................ ................ ................ 

Schedule 3 a 
Adlusted 

able 8CCe ................ 
(H )  

526,408 
(11.555) 

0 8.324 I 750 
0 (161,7011) 

w , s a i . s z i  
(329,067,573) ................ ................ ................ ................ ................ 

5 17,933 0 8.163.042 0 557,513,949 

(96,769,521) 
(k09,817) 
(105 ,&N) 

(1,103,310) 
(396.51U) 
(2V7.471) 

13.100.693 
1,lkI.CSB 

( 1 1 I 3 13,784) 
3# k21,882 

517.933 0 8,163,042 0 464,706,101 

Settlement Set f lenvnt S e t r l m n t  464,786,101 

................ ................ ................ ................ ................ 

................ ................ ................ ................ ................ 



fuel Costs: 
1 cos\ 
L 011 
3 natural Cas 
4 Unlon Labor 
5 Offlce Labor 
6 All Other 0 L tl 
7 Property l a x  
0 fIdera1 Incam tax 
v steta InCofr.3 rex 
10 flCA laxen 
1 1  federal Unmploy. l a x  
12 State Unmploy. Iaxee 
13 1.1 Debt Internat 
14 Pfd. Stock Olvldends 
15 Drpreclatlon Erpenie 
16 Penslon Expcnsa" 

17 I O I A L  CASH YORYlYQ CAPITAL 

SOURCE: w-i* Sch. A, p. a 

37.71 15.72 
37.71 13.92 
37.71 38.20 
37.71 12.00 
37.71 7.50 
37.71 12.47 
37.71 364 .79 
37.71 41.95 
37.71 47.96 
37.71 10.76 
37.71 73.71 
37.71 73.71 
37.71 91.29 
37.71 45.46 
37.71 0.00 

Per Bookc 

(0) 

..-.......__.... 

47,610,682 
168,384 

15.236.323 
15,047,487 
40,568.263 
17,056,493 
9,221,135 
3* 066,639 
1,782,92? 

39,965 
(2,665) 

19.489.986 
3.324.753 

0 

1,801,268 

Other MH:  

lotal adluatmnfs to 0.U - Bulk Pouer + 401k L Frlnges - Uncoll - I t 0  

Property laxes: 
Coal nl l l  s ruwl lze t lm t H~leltm CIAI + tllsc. uorkordsrs proporty t a x  edj. 

f l C A  Taxes: 
flCA ton adj. Neal  re lwd + Utlllty corrsctlonr 

Pro form 
Adjustments 

(E )  

..-...._._._._.. 

(8,542,27V) 
0 

0 
748.440 
564,015 
987.824 
11 1,069 

(1,612,1573 
(686,636) 
98,726 

0 
434 
0 
0 
0 

39,076,403 
168,384 

1,803,268 
15,984,763 
15,612,302 
4 1,556,087 
17,167.562 
7.580.97a 
2,380,003 
1,801,655 

39,965 
(2,231) 

19,489,986 
3,324,753 

0 

Schedule 3e 
I lnel l r k i  

Utd. Brie 
-1 

( G )  

................ 

2,354,219 
10,971 
(2,421) 

1,125,940 
l,ZV2,185 
2,873,612 

(15,384,017) 
(212.907) 
(66.836) 
138,933 
l3,V12 ) 

220 
(2,861,023) 

(70,594) 
0 

(508,150) 

( 11,313,784 1 
.-.............. 
................ 




